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foreword 

One single bank of issue for the whole Reich is the best solution 
Otherwise there hes to be coordination among the 
will be danger of having various tynes of 
other differences in 


in every respect. 

different banks or there 

currency Coexistent. This would lead to still 

economie policy and delay the unificetion of the Reich, However, 

ay instructions were that a decentralized system is demanded by the 

occupying powers. It is a basie orineciple that the sone regulation 
mn ail four zones. ; 


must be in sffeet i 
8s for such a decentralized 


Federal Reserve System ? 
There might be an urge to seek a besi 
bank of issue system in the ex-mvle of the Federal Reserve System 
of the USA$ but that would be WONE, OP at least dangerous, because 
two basle conditions ere Lacking: first, Germany has no metal beck- 
ing and, second, this decentralization princiole in the USA is actu- 
ally, if not lepally, replaced by a completely centralized organiza= 
dnsemweb as the Federsl Reserve. Bank of New York has such a 
t it cen actually be considered a sort of cen- 
no stete carital, €.f., Munich, 
ing to subordinate itself 
ave problems connected with 
y able to evade, would be 


Hasic Problems 


whe @ 


s tion 

& dominent position the 

a tral bank. In Germany , however, 

§ Berlin, Dresden, Hamburg, ete., would be will 
vo the others. “In other words, all the gr 
such a system, vhich the USA is fortunatel 
fully effective in Germany. 

ee No Gold Basis, Therefore Paper Currency 
orces the future Germ 
an metal. German economy cannot be 
t because in Germany 's | 
future) the in- 
vriority. Conse-~ 


an currency to be 


a 
a 

fi 

4 2 

8 fhe lack of a gold basis f 

s erected on some other basis th 

fey expected to gein the necessary gold by expor 

wa which will not change in the near 

materials must necessarily have 
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quently, the gold currency would heve to be bought by renouncing 
essential goods, wich wovid be toe expensive. Germany’s supply 
of foreign exchange is also insufficient to erect a surrency sys- 
tem on this basis. Accordingly, the only possibility is to set 
up some sort of paper currency.. i 


ee 


3, State Paper Money or Bank Notes 7 


There are two vossibilities - state paper currency or bank 
notes. In my opinion the second possibility must be chesen, A 
pure stete paper currency Con actually be so menaged that its 
stability can be guarantead, Nevertheless, this solution must be 
rejected because the infinence of the governments would be all too 
strong - actuelly decisive, and the stability of the currency and 
3 healthy monetary policy in general would depend not only on the 
rood intentions of the various uate governments but also on the 
availability of wel] cualified monetary ang currency exverts and 
of well based business instisntes. it seams to me that we do not — 
Save sufficiently cuelified men and eztuplisiments in every German 
state, Also, osycholegicaliy, a departure from stete paper currency’, 
such as we have nad in disguise, is necessary Hecause the veerle as 
a whele would revzard cuch a system with the greatest distrust. & 
currency reform “ot besed on the confidence of the necople is sense~ 
less. #or these seasons we must choose a bank note currency, that 
is, & money system based on the issuence of bank notes. 


4, iuarantee 


(mder such a svetem usually tne first question asked le that or 
backing. Talis is rrong,for the basic question is the retura of 
bark notes and this the esonomically necessary Limitation of total 
circulation. This faet, too, favors 4 bank note currency which 
guarantees an eutometic return-such better then a state naper curren 
ey, under which a veturn occurs only roundabout by a calling in of 
notes through tax surpluses; that is, financially whereas jin-a bank 
note currency this return ls guaranteed by monetary (credit) policy. 


5, Issuance of Notes 

Under a state paper currency system the notes are issued by the 
state, essentially through financial transactions, where-s with a 
bank of issue the besis is eredit. So, with the latter we have a 
eredit money rather than an autonomous currency. 


6. Goordination vy a Central Office 


The fact that issue and recall of money are handled in accordance 


with bank of issua policy, that is, according to the currency needs 
of the economy of the state concerned, makes coordination ef the 
pelicy of the various banks of issue necessary. Accordingly, it Js 
proposed that a Ceitral Opfice be crested to supervise and “regulate 
the policy of the verious banks. Thir is so necessary that the 
entire syztem of decentralized banks of issue will stand or fall on 
this point. Alii the ideas ovoposed by me must. be understcod with 
the condition that such a Central Office is guaranteed. When it 
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exists, it will be a guarantee that no varying currencies are 
issued by the different banks. 


Yo Funetions and Composition of the Central Office 


The Central Office will assume the following functions: deter« 
‘mine the discount rate (which, if necessary, can vary with the diffe °- 
ent banks), regulate or even take over forelgn exchange management, 
observe political-economic connections, collect and rublish statis- 
tics, etc., establish a clearing hource for all banks of issue, and, 
finally, maintain connection witn the German central government. Th: 
Central Office might also be given a voice in the eprointment of 
the presidents of the banks of issue, 


8, Validity of Bank Notes 


fhe bank notes of the various stete banks must naturally be 

valid in the entire country. Psrallel with this is the freedom of 
econony, thet ic, the lifting of any sort of economic barriers be- 
tween the different states. Until these conditions are met there 
would be no sense beginning the banks of isecve. The individual ban 
of issue would issue as many notes (thet is, create as: much book 
money) as credit might be asked of it in the form of exchange dis» 
counte. The verying economic develocent of the different states 
would affect the st:tus of the banks of issue. Differences in the 
value of the notes of the verioug state benks eannot arise so long 
as comrlete economic free trade ts gunvanteed, eo 


9. Position of the Banks of Issue 

the banks of issue have to stand outside the reguler bank sys~ 
tem, thet is, they must be new institutes. None of the oresent 
state banks can be slloved to teke over bank of issue functicns. 
This provision is of especial importance in the Russian Zone, where 
every strte has one monorolistic state benk, 4 coupling of the 
state bank and the state bank of issue in one institute would wipe. 
out the distinction and render public control of bank of issue poli- 
cy difficult. Also, only in this way can the necessary attention 
be naid to the existing differences in the banking situation in the 
Russian Zone end the Western Zones. The banks of issve are to be 
established pretty much in accordance with the bank law of 1924, 
that is, they must be independent of the government. They are bounc 
legrlly to fulfill their function as a public economic agency and 
are forbidden any profit, 


Special Problems 


Un the Dasix of these suppositions it is clear that the planned 
banks of issue must be established uniformiy throughout the whole 
country, and this indenendent of the question/vhat organization the 
credit banks will have. In the West the old ‘nrivate credit banks 
are still retained; theré, accordingly, there are numerous banks to 
co business with the bank of issue; in the Russian Zone there is 
only one monovolistic state bark oprosite each bank of issue. But 
this fact “does not force a verying form of banks of issue in the 
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individual states. This is true not only in basic problems, but 
aleo in the regulation of special problemas. IT propose teo sorts 

af note issue: a lebile rortion based on commercial bilis (Waren- 
wechsel), plus collateral, ets., to make possible the necessary 
acaptation to the given need for money, and a stable rortion called 
the solid contingent. Here the folloving idgas are decisive: 


1. Commercial Bilis, Net Open Warket Policy as Basis 


On the basis of the ideas rrcrented above, it is necesssery to 
rench a solution of the questicn of note issue. and note recall 
which is not subject to arbitrery influence by the state govern- 
ments, so that a sort of automaticity is guaranteed. Since a metal 
currency is imrossible and since also rubiie bonds are also basi-~ 
cally imrossible, the only possible basis is commercial bills plus” 
checks, foreign exchange, and collateral. Eventually any gold whict: 
might be bought up could else be brougnt into consideration, but 
this will play no great role for the time being. 


One might doubt whether 4 commercial oaper will guarentee a 
sufficient sucrly of money in the future, since it is well known 
that it has lost a ict of imrortance in the rast decede, But actu- 
aliy this was caused py the fact that the money fluidity of most 
businesscs made rossible giro teyment ond made commercial rapers 
unnecessary. When businesses Lose this fluidity they must use eith: > 
a epeck oF collateral. This paner goes to the credit bank; if the 
latter is sufficiently liquid 1t will keep it on hend and not creat: 
any new money «= which is in accerd with the actual situation; how- 
ever, if it needs fluid means, it passes the paper on to the bank 
of issue. ‘Thus the banks of issue, basically, take only bank accep: - 
ences. Only by this passing on to the benk of issue is money create 4 
Thus only as much new money is created as the economy demands and 
this automatically flows back with the redemption of the biil of ex- 
change. Therefore, finance bilis are excluded and 90 day bills of 
exchange cen be extended only once. In this vay automaticity lis 
achieved, even if not on the besis of a metal currency. As & conse~ 
cuence of this policy, the so-called oven market policy must be for- 
pbidden the banks of issue, except perhaps rith snecial permission 
or by direction of the centrel office, which may make a sraring usé 
of this roseibility in snecicl cases for politicel-economic reasons. 


2, Fixed Contingent 


It must be realized that the bill of exchenge {plus foreign ex- 
change, collateral security. eteese) cannot form the sole basis. of 
note currency. A certain amount of money must be avelilable to Te- 
tiace the rresent currency eireulation and Later to cover the cur 
vency need which cannot be ceiled to life by the aboveementicned 
eredit measures. Therefore,a so-called fixed contingent must be 
issued which must be determined by the exchange ratic in which the 
old money is exchanged for the nev. in regard to this exchange rat © 
we can ssy nothing here because that depends on the basic vegpnlatic.:s 
of the coming currency reform. The essential thing is that such a 
fixed contingent must be created. 


Naturally it would be nossible te ereate this fixed contingent — 
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out of state raper (similer to the old Reichskassenscheine).» The 
states. in this wny, would be able to create this minimum amount 

of means of rayment without any financial obligaticns; also this 
could be disguised by bringing in treasury bilis. However, it 
would be used rartiy to establish a suificlent fund as a means of 
business, but mainly to redeem the old raper money (the tempo of 
this redemption can be suited to the demands of the budget). 

Whether this redemrtion should be undertaken by the banks of issue 
aione or by some organization ad hoc is a cuestion of. secondary 
imvortance; also such questions as measures (such as stemring, etc.) 
to hit owners of illegal treasures, that is, to keer them from turn- 
ing it into new money, cannot be handled here. The main thing is 

to keer this fixed contingent so smell that it is less than the 
aniount of money recuired by the econouy in order to aliow sufficient 
free play for the issuance of notes based on biils of exchange. 


“—t might have been roseible to assign the issuance of this fixec 
eontingent to a centrel market; then we would have had national 
notes and state notes. This solution would be surely worth consid- 
aration if it is colitically possible. It would mean that the Cen- 
tral Office, besides its coordinating and regulatory functions, 
would alse have bank of issue funeticns., Both sclutions are worth 
discussion. However, in favor of renunciation of such national note . 
we have the greater uniformity of the organization. 


The combination of this fixed contingent with the bili of ex- 
change combines the necessary production of a sufficient means of 
“payment as a minimum with the nossitility of being able to continue 
to create new money in the form of bank notes in accord with the 
monetary needs of the economy. 


3. Strict Liguidity Provisions for the Credit Banks 


9 prevent the credit banks creating additional book money, 4 
strict liquidity law must be executed; the detalis are unnecessary 
here, In the “estern Zcnes the choice of the basis of conversion. 
(whether cash or giro) must be stricter than in the banks of the 
Russian Zone (sinsze the latter have elready wiped out the old accour .s) 
in order to prevent the bank derosits from leading to the creation 
of teo much additional money. 


4, Other Functions 


the banks of issue carry on the cash transactions of the state 
governments also they receive a part of tue cash reserves of the 
credit banks as deposits. 


§, Uniform Foreign Exchanze Policy 


A uniform foreign exchange policy and management in the hands 
of the Central Office is essential becausc, otherwise, those states 
which, on the basis of their exrort industry, would heve a relative- 
ly large amount of foreign exchange wouid endeavor to use it for the 
4nterests of their own economy, and because, on the other hand, ther 
might easily be a psychological temptation to value the notes of suc 
banks as have a large foreign exchange backing above var, whereupon 
there might be unwanted internal German currency manicvulations. As 
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soon as the German economy develors somewhat, these fears would 
probably be groundless; however, until then, some such cautious 
measure ig to be recommended. This preblem also would bé avoided 
if a single, central bank of issue could be created. 


Conclusion 


The regulation oroposed here would not be as good as re-establish- 
ing the old Reichsbenk; but even with a new Reichsbank the old 
currency basis of 1924 could no longer be used, sinca we lack the 
necessary gold and foreign exchange. Therefore, in any case, a 

new basis must be sought. The rrorosals offered here might thus 
find use. The question of tne ratie to other currencies 1s not a 
German rroblem but derends on the decision of the victorious povers. 
fhe defense of the German mark, since gold and foreign exchange are 
Jecking, would depend mainly on the foreign trade colicy, credit 
policy, and discount vcolicy, but here, too, for a long time we wilt 
be devendent on the victorious powers. The solution pro: osed, by 
means of its automaticity, would prevent any attenrt throvgh devaiua- 
tion to change currency retios and foreign trade relations. Natu- 
rally, reestablishment of banks of issue must be preceded by a final 
solution of the German monetary problem (currency reform) and by a 
disposition of the national debt. Otherwise a decentralized bank 
of issue system cannot beco:e viable in Germany; likewise, the re- 
vitalization of German economy, which is a long way off, must also 
be guaranteed. The establishment of benks of issue and a new 
eurrency form, as well as the currency reform itself, is senseless 
without a recovery of German economy; if we try to bring 3% about 
without this precondition,we will again throw avay public confidence. 
as far as it.still exists, and thus create a still less favorable 
neint of devarture for a later attempt. 
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